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COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

 
In the Matters of: 
 
 
ELECTRONIC APPLICATION OF KENTUCKY    )  
UTILITIES CO. FOR AN ADJUSTMENT OF ITS    ) 
ELECTRIC RATES, A CERTIFICATE OF PUBLIC   ) CASE No. 
CONVENIENCE AND NECESSITY TO DEPLOY   ) 2020-00349  
ADVANCED METERING INFRASTRUCTURE,    ) 
APPROVAL OF CERTAIN REGULATORY AND   ) 
ACCOUNTING TREATMENTS, AND ESTABLISH-  ) 
MENT OF A ONE-YEAR SURCREDIT    ) 
 
-and- 
 
ELECTRONIC APPLICATION OF LOUISVILLE    )    
GAS & ELECTRIC CO. FOR AN ADJUSTMENT    )  
OF ITS ELECTRIC AND GAS RATES, A CERTIFI-  ) 
CATE OF PUBLIC CONVENIENCE AND NECESSITY  ) CASE No.  
TO DEPLOY ADVANCED METERING INFRA-   ) 2020-00350 
STRUCTURE, APPROVAL OF CERTAIN     ) 
REGULATORY AND ACCOUNTING TREATMENTS,   ) 
AND ESTABLISHMENT OF A ONE-YEAR SURCREDIT )   

 
 

JOINT RESPONSES OF THE ATTORNEY GENERAL AND KIUC TO DATA 
REQUESTS OF LOUISVILLE GAS & ELECTRIC CO. AND KENTUCKY 

UTILITIES CO.  
 

The intervenors, the Attorney General of the Commonwealth of Kentucky, by and 

through his Office of Rate Intervention (“AG”), and the Kentucky Industrial Utility 

Customers, Inc. (“KIUC”) submit the following responses to data requests of Louisville Gas 

& Electric Co. And Kentucky Utilities Co. in the above-styled matters.      
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Respectfully submitted,  

DANIEL CAMERON 
ATTORNEY GENERAL 

 
 _______________________________  
      LAWRENCE W. COOK 
      J. MICHAEL WEST 
      ANGELA M. GOAD 
      JOHN G. HORNE II 
      ASSISTANT ATTORNEYS GENERAL 
      1024 CAPITAL CENTER DR., STE. 200 
      FRANKFORT, KY 40601 
      (502) 696-5453 
      FAX: (502) 564-2698 

Larry.Cook@ky.gov  
Michael.West@ky.gov 
Angela.Goad@ky.gov 
John.Horne@ky.gov 
 
—and— 
 
/s/ MICHAEL L. KURTZ  
MICHAEL L. KURTZ, ESQ.  
KURT J. BOEHM, ESQ.  
JODY KYLER COHN, ESQ.  
BOEHM, KURTZ & LOWRY  
36 EAST SEVENTH STREET 
SUITE 1510 CINCINNATI, OH 45202  
(513) 421-2255  
FAX: (513) 421-2764  
mkurtz@BKLlawfirm.com 
kboehm@BKLlawfirm.com 
jkylercohn@BKLlawfirm.com 
 

Certificate of Service and Filing 
 

Pursuant to the Commission’s Orders in Case No. 2020-00085, and in accord with all other 
applicable law, Counsel certifies that an electronic copy of the forgoing was served and filed by e-mail to 
the parties of record. Further, counsel for OAG will submit the paper originals of the foregoing to the 
Commission within 30 days after the Governor lifts the current state of emergency. Counsel further certifies 
that the responses set forth herein are true and accurate to the best of their knowledge, information, and 
belief formed after a reasonable inquiry.  
 
This 1st day of April, 2021 
 

 
_________________________________________ 
Assistant Attorney General 
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WITNESS / RESPONDENT RESPONSIBLE: 
PAUL ALVAREZ  
 
QUESTION No. 1 
Page 1 of 1  
 
Provide copies of all electronic files in native format with formulas intact used in your analysis. 
This includes copies of all workpapers supporting your testimony, analyses, and conclusions. 
 
RESPONSE:  
 
Mr. Alvarez prepared no workpapers in support of his testimony, analyses, or conclusions.  Any 
calculations Mr. Alvarez completed are simple, and detailed in testimony either parenthetically 
and/or through the use of footnotes.  
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WITNESS / RESPONDENT RESPONSIBLE: 
PAUL ALVAREZ  
 
QUESTION No. 2 
Page 1 of 1 
 
See Alvarez Testimony, page 34. Please explain the phrases “bad phase” and “kWh billed on bad 
phases.” 
 
RESPONSE:  
 
A poly-phase meter measures consumption on all three phases for three-phase customers.  By “bad 
phase”, Mr. Alvarez is referring to a meter malfunction which results in the failure to measure 
consumption on one of the phases.  The bill for a customer with a meter which fails in this manner 
is only being billed for two-thirds of actual consumption.  This can be difficult to detect, but offers 
an opportunity to use smart meters to reduce unbilled revenues.  (Mr. Alvarez understands some 
utilities use the phase angle measurement features of smart poly-phase meters to detect this 
situation). 
 
By “kWh billed on a bad phase”, Mr. Alvarez is referring to billings on a phase after a meter 
malfunctioning in the manner described above is replaced with a fully-functioning meter.  In the 
context of performance reporting, reporting the billings on a phase after a malfunctioning meter is 
replaced is intended to quantify part of the revenue-assurance benefit of smart meters.     
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WITNESS / RESPONDENT RESPONSIBLE: 
PAUL ALVAREZ  
 
QUESTION No. 3 
Page 1 of 1 
 
See Alvarez testimony at page 13, lines 2-4. Please confirm that $5.6 million is the sum of VVO 
costs for the period from 2021 to 2025. 
 
RESPONSE:  
 
Confirmed.  Per Companies’ Exhibit JKW-1, page 28, chart titled “Capital funding allocated in 
the 2021 Business Plan” (for VVO), the amounts listed are as follows: 
 
Year Amount 

(millions 
of $) 

2021 $0.6 
2022 1.5 
2023 1.4 
2024 0.9 
2025 1.2 
TOTAL $5.6 
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WITNESS / RESPONDENT RESPONSIBLE: 
PAUL ALVAREZ  
 
QUESTION No. 4 
Page 1 of 1 
 
See Alvarez testimony at page 13, lines 10-11. Please provide the basis for the lower end of Mr. 
Alvarez’s CVR energy savings range (0%). Under what circumstances would the Companies 
implement a CVR program and achieve 0% energy savings?  
 
RESPONSE:  
 
As described in Mr. Alvarez’s testimony, pages 12-13, there are a variety of reasons why a CVR 
program might deliver no energy savings, from the shifting of resources to other priorities to simple 
human error.  Mr. Alvarez notes the Companies are under no requirement to utilize VVO 
capabilities for the purposes of conservation, and that the Companies propose no CVR 
performance reporting.  Absent CVR performance reporting, Mr. Alvarez notes that stakeholders 
would not even be aware of any potential failure of the Companies to employ VVO capabilities to 
secure conservation benefits.  Mr. Alvarez also notes that VVO capabilities could conceivably be 
used to increase voltage unnecessarily.  As a result of all of these circumstances, Mr. Alvarez 
concludes that CVR energy savings could conceivably be zero.     
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WITNESS / RESPONDENT RESPONSIBLE: 
PAUL ALVAREZ  
 
QUESTION No. 5 
Page 1 of 1 
 
See Alvarez testimony at page 15, lines 2-5. Please confirm that the 1.4% energy reduction 
identified by the Companies’ consultant is an average reduction for all program participants and 
includes participants who, for example, never accessed their interval data. 
 
RESPONSE:  
 
Not confirmed.  According to the Companies’ consultant, the 1.4% energy reduction was identified 
among the population of customers who specifically sought out a smart meter and associated 
interval data.  Mr. Alvarez agrees that among those customers who specifically sought out a smart 
meter, some number likely never accessed their interval data.  A follow-on from this observation 
is that the 1.4% energy reduction incorporates the results of customers who never accessed their 
interval data.  However, Mr. Alvarez wishes to make perfectly clear that this does not invalidate 
his claim that the application of the 1.4% energy reduction to the overall KU/LG&E customer 
population is inappropriate, leading to exaggerated benefit projections.   
 
The fact remains that the customers with smart meters in the study conducted by the Companies’ 
consultant are not representative of the overall customer population.  As just one example of what 
this implies, the number of customers in the smart meter program who failed to access their interval 
data is undoubtedly smaller than the number of customers in the Companies’ overall customer 
population who will fail to access their interval data in a full smart meter roll-out.  Because the 
customers with smart meters in the study selected themselves, they are significantly more 
interested in their energy use than other customers, and are significantly more likely to access their 
interval data than other customers.  As a result, these customers do not represent the Companies’ 
overall customer population.  Mr. Alvarez therefore stands by his claim that neither the 1.4% 
energy reduction, nor any benefit projection based on this reduction, should be used to estimate 
overall conservation from an ePortal populated by interval data from AMI.     
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WITNESS / RESPONDENT RESPONSIBLE: 
PAUL ALVAREZ  
 
QUESTION No. 6 
Page 1 of 3 
 
See Alvarez testimony regarding peak-time rebate programs at pages 20-23. 
 

a.  To realize savings from a peak-time rebate program, please confirm that the Companies 
would retire generation capacity and simultaneously implement the peak-time rebate 
program with the assumption that a portion of customers would voluntarily curtail their 
usage during critical peak events. 

b.  What constitutes a critical peak event? Do they occur every year? What happens in a 
year with no critical peak events?  

c.  How would the Companies forecast customers’ response to the peak-time rebate 
program? How would the Companies’ determine whether their avoided generation 
costs (or any price) would provide a sufficient incentive for customers to curtail their 
usage during extreme hot and cold events to the point that reliability is maintained? 

d.  What is the estimated cost of the analytical systems and personnel required for creating 
and operating a peak-time rebate program? How many years of interval data is needed 
to estimate summer and winter baselines and peak load reductions for a given 
customer? 

e.  Are there consequences to system reliability if customers don’t exercise the option to 
conserve energy during critical peak events?  

f.  What impact will implementing a peak-time rebate program have on the rates for 
customers who don’t want to curtail their usage during extreme hot and cold periods? 
Are the costs of the rebates collected before the potential event or after the event? Are 
the costs of the program also collected from the customers who participate? 

g.  Given the size of the Companies’ load and its generation fleet, what is a reasonable 
amount of reduced capacity that can be expected from a peaktime rebate program and 
how long will it take to reach such a level? Please provide all reports, analysis, and 
workpapers that support your opinion. 

 
RESPONSE:  
 
a. Not confirmed. Ideally, a utility implements universal PTR first.  Then, through off-system 

sales, avoided capacity purchases, or deferred investments in generation, transmission, and 
distribution, revenue requirements fall relative to a utility which has not implemented 
universal PTR. 

b. The number of critical peak events a utility can call annually are typically established during 
program design.  For example, critical peak events might be limited to 8 per summer, or 4 per 
winter, or 12 per year.  (Such details could conceivably be different for KU than for LG&E.)  
In Mr. Alvarez’s experience, during peak months (mid-May to Mid-September, and/or  
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QUESTION No. 6 
Page 2 of 3 
 

December to February), the employees responsible for calling the peak events would meet 
daily in the afternoon to determine whether or not a peak event should be called the next day.  
These employees – typically including one each from energy market operations (trading), 
transmission system operations, and the PTR program manager – make a decision regarding 
whether or not an event should be called.  Inputs into these decisions typically include: 

• Projected peak demand the next day; 

• Projected system capacity the next day (including reserves); 

• Weather forecasts for the next few days (more extreme temperature-humidity indexes 
anticipated might call for “holding” an event in favor of an upcoming day, see next); 

• Customer fatigue (for example, a utility might establish a policy not to call events three 
days in a row);   

• Count of events remaining (for example, if it’s mid July, and only 2 events have been 
called of 8 available, event calls are made more readily; if it’s late June and 5 events have 
already been called of 8 available, event calls are made less readily). 

Mr. Alvarez has never been involved in an event-day program in which no events were called 
in a year, but recommends that utilities target calling the number of events equal to at least 
80% of the events permitted (in a season or year).  In this manner, customers are made aware 
of a routine, beneficial usage habits are maintained, and a sense of complacency is avoided.  

c. In Mr. Alvarez’s experience, a utility rapidly gains experience with the amount of capacity it 
can secure by calling an event.  Each utility’s customer population, promotional efforts, and 
weather differ, meaning that experience over time is the best indicator of event impact.  Further, 
while universal PTR events can be called for reliability purposes as experience is gained, Mr. 
Alvarez recommends events be used initially for economic reasons.  Mr. Alvarez does not 
recommend reducing system capacity before experience with events is built.  In Maryland, the 
utilities have found they can reduce the size of the minimum required capacity procured from 
the PJM market by providing PJM with a historical record of capacity requirements which has 
proven appropriate with universal PTR in place. 
Regarding pricing, the price at which the rebates are set is indeed an important part of initial 
and ongoing PTR program development (see response to subpart f).  In Maryland, rebates paid 
plus program costs are reconciled to avoided costs on an annual basis, with any overpayment 
costs socialized to all customers, and any underpayment benefits credited to all customers.      

d. See Mr. Alvarez’s response to Staff DR AG-1-016 regarding up-front and ongoing program 
costs.  Regarding customer-specific baselines, Mr. Alvarez does not have direct experience, 
but believes that baselines are established by each individual customer’s usage over the most 
recent few days (perhaps 5) which had weather similar to an event day (either hot or cold) 
during which an event was not called.  The establishment of baselines, and the determination  
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QUESTION No. 6 
Page 3 of 3 

 
as to the amount of documented usage change which qualifies a customer for a rebate, are 
among the most important aspects of universal PTR program design.  Mr. Alvarez suggests  
experienced rate design economists should be retained for these aspects of universal PTR 
program design, and that associated algorithms be refined over time as experience and data are 
gained.     
  

e. As indicated in the response to subpart (c), above, Mr. Alvarez does not recommend using 
universal PTR events as a replacement for reserve margins.  Instead, Mr. Alvarez recommends 
using documented results from universal PTR programs over time as a guide to the amount of 
overall capacity a utility must have available, as utilities in Maryland have done. 

 
f. As indicated in the response to subpart c, above, rebate amounts should be established such 

that rebates paid, plus program costs, are approximately equal to avoided cost benefits.  Over 
time, the difference between avoided costs benefits and program costs (rebates + 
administration) should amount to zero in a “revenue neutral” program design.  An accurately-
established rebate amount results in no impact to non-participating customers.   
However, though not necessarily recommended by OAG, rebate amounts could conceivably 
be set to secure specific objectives.  For example, if overpayments are a particular Commission 
concern, or if benefits to non-participants are of particular Commission interest, the 
Commission could elect to set rebate levels slightly lower than anticipated avoided costs.  In 
such an instance, the risk of overpayment would fall, and the likelihood that non-participants 
would secure a benefit would increase, without jeopardizing the success or impact of the 
program.        

g. In a study conducted on peak-time rebate in Maryland,1 researchers found that customers for 
whom a rebate was available reduced collective demand by 17.8%, and that customers with 
both an available rebate and enhancing technologies (a thermostat remotely-controllable by a 
smart phone would be an example) reduced collective demand even further.  The researchers 
also found that reductions persisted (and even increased slightly) in PTR year two.2   Another 
interesting finding was that demand reductions were the same magnitude for PTR (a ‘reward’ 
program) as they were for punitive pricing programs, for example Critical Peak Price.3       

  

                                                 
1 See attachment to the AG’s Response to PSC Staff’s DR to AG Witness Alvarez, item no. 16: “Dynamic Pricing of 
Electricity in the mid-Atlantic Region: Econometric Results From the Baltimore Gas and Electric Company 
Experiment,” © Journal of Regulatory Economics, 22 June 2011 40:82–109, Ahmad Faruqui, Sanem Sergici. The 
Attorney General has obtained permission from the Journal of Regulatory Economics to include this article as an 
attachment to that response.  
2 Id. at pp. 103-104.  
3 Id. at 98.  
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WITNESS / RESPONDENT RESPONSIBLE: 
GLENN WATKINS 
 
QUESTION No. 7 
Page 1 of 1 
 
Provide copies of all electronic files in native format with formulas intact used in your analysis. 
This includes copies of all workpapers supporting your testimony, analyses, and conclusions. 
 
RESPONSE:  
 
All of Mr. Watkins’ electronic files were filed along with his direct testimony and are available on 
the Commission’s website.    
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WITNESS / RESPONDENT RESPONSIBLE: 
GLENN WATKINS 
 
QUESTION No. 8 
Page 1 of 1 
 
Please provide a complete copy of the document excerpted in Schedule GAW-24. 
 
RESPONSE:  
 

The requested manual is available for download on the NARUC website at the following 
link: 
 
https://pubs.naruc.org/pub.cfm?id=536F0210-2354-D714-51CF-037E9E00A724 
 
 

 
 
  

https://pubs.naruc.org/pub.cfm?id=536F0210-2354-D714-51CF-037E9E00A724
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WITNESS / RESPONDENT RESPONSIBLE: 
GLENN WATKINS 
 
QUESTION No. 9 
Page 1 of 1 
 
See Watkins testimony at page 14, lines 16-17 and footnote 4. Please confirm that the capacity 
values for Trimble County Unit 2 are nameplate values. 
 
RESPONSE:  
 
Confirm.   
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WITNESS / RESPONDENT RESPONSIBLE: 
GLENN WATKINS 
 
QUESTION No. 10 
Page 1 of 1 
 
See Watkins testimony at page 15, Table 1. Please confirm that the capacity values in Table 1 are 
nameplate values. 
 
RESPONSE:  
 
Confirm. 
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WITNESS / RESPONDENT RESPONSIBLE: 
GLENN WATKINS 
 
QUESTION No. 11 
Page 1 of 1 
 
See Watkins testimony at page 15, lines 21-24 and footnote 9. Please confirm that “Sales for 
Resale” in the response to AG-KIUC 1-135 pertains to sales to non-firm wholesale customers 
only and not firm wholesale customers. 
 
RESPONSE:  
 
Confirm. 
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WITNESS / RESPONDENT RESPONSIBLE: 
GLENN WATKINS 
 
QUESTION No. 12 
Page 1 of 1 
 
See Watkins testimony at page 16, lines 1-2. Please confirm that Mr. Watkins is aware of the tariff 
requirements regarding unit commitment that must be met before physically curtailing CSR 
customers. Also, please confirm that – by subtracting CSR load from forecasted firm peak load – 
Mr. Watkins is assuming these tariff requirements are always met under normal peak load 
conditions. 
 
RESPONSE:  
 
Deny to the first question.  Mr. Watkins is not aware of any tariff requirements regarding “unit 
commitment” that must be met before physically curtailing CSR customers.  In fact, the tariff for 
CSR-1 and CSR-2 state as follows: 

Company may request or cancel a curtailment at any time during any hour of the 
year. 

Deny to the second question.  Mr. Watkins’ testimony on page 16, lines 1-2 relates to a single 
hour; i.e., the forecasted annual peak load hour.  In this regard, the forecasted annual system peak 
load is best suited for curtailment and as a basis for evaluating firm load requirements.    
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WITNESS / RESPONDENT RESPONSIBLE: 
GLENN WATKINS 
 
QUESTION No. 13 
Page 1 of 1 
 
See Watkins testimony at page 16, lines 18-21 and the Companies’ response to AG-KIUC 1-123. 
Please confirm that 8,881 MW is the sum of nameplate ratings for the Combined Companies’ 
generating units. 
 
RESPONSE:  
 
Confirm. 
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WITNESS / RESPONDENT RESPONSIBLE: 
GLENN WATKINS 
 
QUESTION No. 14 
Page 1 of 1 
 
See Watkins testimony at page 16 beginning at line 28. How are the reserve margins for 
neighboring regions calculated? Specifically, are the reserve margins in neighboring regions 
computed based on nameplate generator ratings? 
 
RESPONSE:  
 
  Question 1: Target reserve margins are based on nameplate generator ratings with consideration 
of loss of load expectations.  Question 2: Yes.  
 
For MISO, please see: 
 MTEP18 Book 2 Resource Adequacy264875.pdf (misoenergy.org) 
 
For PJM, please see: 
 https://www.pjm.com/-/media/documents/manuals/m20.ashx 
  
 
  

https://cdn.misoenergy.org/MTEP18%20Book%202%20Resource%20Adequacy264875.pdf
https://www.pjm.com/-/media/documents/manuals/m20.ashx
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WITNESS / RESPONDENT RESPONSIBLE: 
GLENN WATKINS 
 
QUESTION No. 15 
Page 1 of 1 
 
See Watkins testimony at page 24, lines 8-14 and Table 3. 
 

a.  Please confirm that the capacity values in hours 1300 through 1600 are model outputs 
and not input assumptions.  

b.  Please confirm that Mr. Watkins is aware that due to NOx emission limits at the Mill 
Creek station, Mill Creek Unit 1 and Mill Creek Unit 2 cannot simultaneously operate 
during the period reflected in Table 3 except to ensure system reliability. 

c.  Please confirm that peak demand is based on normal peak weather conditions and can 
be higher or lower depending on weather conditions and other factors impacting 
customer demand. 

d.  Please confirm that LOLP calculations are based on a complete range of generator unit 
availability scenarios and not just one scenario. 

 
RESPONSE:  
 

a. Deny.  The capacity values in Table 3 are simply inputs provided in response to AG-
KIUC 1-126. 

b. Mr. Watkins is not aware of this concern. 
c. Confirm.  However, the forecasted hourly loads are those projected by the Companies 

and are utilized in conjunction with the output of individual generating units that serve 
as the basis for Mr. Seelye’s LOLP calculations.   

d. It is Mr. Watkins’ understanding that the black box LOLP simulation model utilized 
assumed planned outage occurrences, assumed forced outage rates, and forecasted 
system loads.  The Companies have previously been able to provide the details of its 
LOLP calculations.  
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WITNESS / RESPONDENT RESPONSIBLE: 
STEPHEN J. BARON 
 
QUESTION No. 16 
Page 1 of 1 
 
Provide copies of all electronic files in native format with formulas intact used in your analysis. 
This includes copies of all workpapers supporting your testimony, analyses, and conclusions. 
 
RESPONSE:  
 
See the following attachments: 
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WITNESS / RESPONDENT RESPONSIBLE: 
RICHARD A. BAUDINO 
 
QUESTION No. 17 
Page 1 of 1 
  
Provide copies of all electronic files in native format with formulas intact used in your analysis. 
This includes copies of all workpapers supporting your testimony, analyses, and conclusions. 
 
RESPONSE:  
 
Mr. Baudino has already provided his electronic work papers to counsel for the Companies. 
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WITNESS / RESPONDENT RESPONSIBLE: 
RICHARD A. BAUDINO 
 
QUESTION No. 18 
Page 1 of 1 
 
On page 3 of his testimony Mr. Baudino indicates that his recommendation “is primarily based on 
the results of a Discounted Cash Flow (“DCF”) model analysis.” Given that Mr. Baudino indicates 
on page 4 that “I did not directly incorporate the results of the CAPM in my recommendation,” 
please identify and explain all quantitative results and other factors that caused Mr. Baudino’s 
recommendation to differ from his DCF results and how each consideration influenced his 
recommendation. 
 
RESPONSE:  
 
As Mr. Baudino stated in his Direct Testimony, his ROE recommendation of 9.0% was based on 
the range of his DCF results.  Please refer to Mr. Baudino's Direct Testimony, page 37, line 2 
through page 40, line 13 for a complete discussion of the factors considered by Mr. Baudino in 
forming his recommended ROE to the Commission.  
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WITNESS / RESPONDENT RESPONSIBLE: 
RICHARD A. BAUDINO 
 
QUESTION No. 19 
Page 1 of 1 
 
At pages 4-5, Mr. Baudino cites the “difficult economic environment facing Kentucky ratepayers 
today.” Does Mr. Baudino believe that this environment has an impact on the cost of equity 
demanded by investors in the capital markets? If so, please explain the link between Mr. Baudino’s 
statement and the cost of equity and provide copies of all supporting documentation. 
 
RESPONSE:  
 
At pages 4 through 5, Mr. Baudino was referring to the economic impact of LGE/KU's excessive 
requested return on equity ("ROE") and the additional revenue requirement needed to support it.  
As Mr. Baudino stated on page 5, ratepayers should support a fair ROE to the Companies.  Mr. 
Baudino's analysis in this case is from the investor's perspective and the ROE required by 
investors.  Mr. Baudino's analysis and review in this proceeding did not suggest that the difficult 
economic environment facing Kentucky ratepayers significantly affected the investor required 
ROE.  LGE and KU have maintained their A-/A3 credit ratings from Standard and Poor's and 
Moody's and their credit outlooks are stable. 
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WITNESS / RESPONDENT RESPONSIBLE: 
RICHARD A. BAUDINO 
 
QUESTION No. 20 
Page 1 of 2 
 
At page 21, Mr. Baudino concludes that the CAPM approach is “less reliable” than the DCF 
method. 
 

a.  On what basis did Mr. Baudino assess the relative reliability of the DCF and CAPM 
methods? Please provide a complete explanation and include copies of all supporting 
documents. 

b.  Please provide copies of any analyses or other research studies that Mr. Baudino 
undertook to support this conclusion.  

c.  Please provide copies of any published studies in the financial research that Mr. 
Baudino relied on as the basis for his conclusion that the CAPM approach is “less 
reliable” than the DCF method. 

d.  Does Mr. Baudino believe that the assumptions underlying his DCF method (e.g., a 
constant growth rate for dividends per share, earnings per share, book value per share; 
a stable dividend payout ratio; the discount rate exceeds the growth rate; a constant 
growth rate for book value and price; a constant earned rate of return on book value; 
no sales of stock at a price above or below book value; a constant price-earnings ratio; 
a constant discount rate [i.e., no changes in risk or interest rate levels and a flat yield 
curve]; and all of the above extend to infinity) reliably reflect circumstances in the 
capital markets and conform to investors actual expectations? If the answer is anything 
other than an unqualified “no,” please provide a complete explanation. 

e.  Does Mr. Baudino believe that the earnings growth forecasts he employed to apply the 
DCF model reliably capture investors growth expectations? If so, how did he verify 
this? Please provide copies of all studies or supporting documentation. 

 
RESPONSE:  
 
a.  Mr. Baudino explained his position with respect to the relative reliability of the DCF and 

CAPM methods in his Direct Testimony.  Refer to the section on the CAPM in Mr. 
Baudino's Direct Testimony beginning on page 29 for further explanation regarding the 
reliability and estimation problems with the CAPM. 

b. See the response to part (a) of this question. 
c. Mr. Baudino did not rely on published studies that compared the reliability of the DCF 

model and the CAPM to reach his conclusions regarding the greater reliability of the DCF 
model.  His position is based on extensive experience in the area of cost of capital for 
regulated utilities. 

d. Like all models used to estimate the cost of equity, the constant growth DCF model relies 
on certain assumptions, which were enumerated in this part of the question.  In the real 
world, not all of these assumptions are always met.  However, it is Mr. Baudino's position  
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QUESTION No. 20 
Page 2 of 2 
 
 
 

that a properly specified DCF model using market data reasonably reflects circumstances 
in the capital markets and reasonably estimates investor expectations and the required 
ROE. 

 
e. It is reasonable to assume that published earnings growth forecasts influence investor 

expectations and, thus, are representative of investor expected earnings growth.  Mr. 
Baudino did not undertake any studies to attempt to verify this with the proxy group he 
employed in his Direct Testimony.  For a detailed discussion of the use of analysts' 
forecasts and historical growth rates in the DCF model, refer to book New Regulatory 
Finance by Dr. Roger Morin, pp. 297 - 303. 
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WITNESS / RESPONDENT RESPONSIBLE: 
RICHARD A. BAUDINO 
 
QUESTION No. 21 
Page 1 of 1 
 
Is Mr. Baudino aware of any “shortcomings” associated with the constant growth form of the DCF 
model he relied on to establish his ROE recommendation in this case? If so, please identify each 
shortcoming. 
 
RESPONSE:  
 
Please refer to Mr. Baudino's answer to Question No. 20, part d, for a general response to this 
question.  The DCF model, like all models, rests on a number of assumptions that are not always 
met in actual practice in financial markets.  This is the case with the CAPM and risk premium 
models as well.   
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WITNESS / RESPONDENT RESPONSIBLE: 
RICHARD A. BAUDINO 
 
QUESTION No. 22 
Page 1 of 1 
 
At page 39 of his testimony, Mr. Baudino states that the risk premium approach is “imprecise.” 
 

a.  Please define the term “imprecise,” as used by Mr. Baudino in this context. 
b.  Is the DCF Model also “imprecise?” If the answer is “no,” please provide a complete 

explanation and copies of all evidence Mr. Baudino relies on for this conclusion. 
 
RESPONSE:  
 
a. and b. In this context Mr. Baudino meant that the risk premium model is imprecise relative 
to the DCF model in estimating investor required returns.  The DCF model is also imprecise in the 
sense that one cannot measure the investor required return precisely in the manner that one can 
calculate the yield on a utility bond.  The investor required return must be estimated using financial 
market data, which by its nature involves some imprecision. 
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WITNESS / RESPONDENT RESPONSIBLE: 
RICHARD A. BAUDINO 
 
QUESTION No. 23 
Page 1 of 1 
 
At page 36 of his testimony Mr. Baudino cites a “[p]rior history of lower betas.” Please specify 
the specific historical period that Mr. Baudino is referring to in this statement. 
 
RESPONSE:  
 
Mr. Baudino was referring to betas prior to the pandemic, as stated on lines 1 and 2 of page 36.  
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WITNESS / RESPONDENT RESPONSIBLE: 
RICHARD A. BAUDINO 
 
QUESTION No. 24 
Page 1 of 1 
 
Has Mr. Baudino ever advised a regulatory commission not to place significant reliance on current 
beta values because they were lower than those experienced in a prior historical period? If so, 
please provide a complete copy of this testimony. 
 
RESPONSE:  
 

Yes.  Please refer to the attached testimonies.   

































________________________________________________________________________________ 
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EXPERT WITNESS FOR THE ATTORNEY GENERAL’S OFFICE    DOCKET NO. E-7, SUB 1214 

P a g e 15 

Q. DOES THIS CONCLUDE YOUR SUPPLEMENTAL DIRECT 1 

TESTIMONY?  2 

A. Yes. 3 
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Supplemental Exhibit RAB-1
Page 1 of 4

PROXY GROUP
AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD

Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20

ALLETE, Inc. High Price ($) 84.710 84.170 77.390 63.350 59.270 64.900
Low Price ($) 79.400 67.990 50.010 53.290 48.220 51.600
Avg. Price ($) 82.055      76.080       63.700      58.320      53.745     58.250      
Dividend ($) 0.588 0.618 0.618 0.618 0.618 0.618
Mo. Avg. Div. 2.86% 3.25% 3.88% 4.24% 4.60% 4.24%
6 mos. Avg. 3.84%

Alliant Energy Corp. High Price ($) 59.740 60.280 58.150 54.450 49.720 52.470
Low Price ($) 53.320 51.250 37.660 43.610 44.360 46.150
Avg. Price ($) 56.530      55.765       47.905      49.030      47.040     49.310      
Dividend ($) 0.380 0.380 0.380 0.380 0.380 0.380
Mo. Avg. Div. 2.69% 2.73% 3.17% 3.10% 3.23% 3.08%
6 mos. Avg. 3.00%

Ameren Corp. High Price ($) 82.410 87.330 87.660 81.250 75.270 77.420
Low Price ($) 75.540 77.190 58.740 65.900 66.330 67.140
Avg. Price ($) 78.975      82.260       73.200      73.575      70.800     72.280      
Dividend ($) 0.495 0.495 0.495 0.495 0.495 0.495
Mo. Avg. Div. 2.51% 2.41% 2.70% 2.69% 2.80% 2.74%
6 mos. Avg. 2.64%

American Electric Power Co. High Price ($) 104.430 104.970 100.650 88.290 85.850 88.120
Low Price ($) 92.940 86.420 65.140 71.200 76.230 77.150
Avg. Price ($) 98.685      95.695       82.895      79.745      81.040     82.635      
Dividend ($) 0.700 0.700 0.700 0.700 0.700 0.700
Mo. Avg. Div. 2.84% 2.93% 3.38% 3.51% 3.46% 3.39%
6 mos. Avg. 3.25%

Avista Corp. High Price ($) 50.910 52.430 53.000 45.760 42.530 40.840
Low Price ($) 46.180 45.940 32.090 38.780 34.520 33.340
Avg. Price ($) 48.545      49.185       42.545      42.270      38.525     37.090      
Dividend ($) 0.388 0.405 0.405 0.405 0.405 0.405
Mo. Avg. Div. 3.20% 3.29% 3.81% 3.83% 4.21% 4.37%
6 mos. Avg. 3.78%

Avangrid, Inc. High Price ($) 53.935 57.240 53.995 46.830 44.610 47.080
Low Price ($) 50.210 47.240 35.620 39.720 38.780 40.650
Avg. Price ($) 52.073      52.240       44.807      43.275      41.695     43.865      
Dividend ($) 0.440 0.440 0.440 0.440 0.440 0.440
Mo. Avg. Div. 3.38% 3.37% 3.93% 4.07% 4.22% 4.01%
6 mos. Avg. 3.83%
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PROXY GROUP
AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD

Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20

CMS Energy Corp. High Price ($) 68.980 69.170 68.990 64.080 58.960 61.190
Low Price ($) 61.570 59.120 46.030 53.960 52.350 55.800
Avg. Price ($) 65.275      64.145       57.510      59.020      55.655     58.495      
Dividend ($) 0.383 0.408 0.408 0.408 0.408 0.408
Mo. Avg. Div. 2.34% 2.54% 2.83% 2.76% 2.93% 2.79%
6 mos. Avg. 2.70%

DTE Energy Co. High Price ($) 134.720 135.670 119.490 113.300 108.730 117.910
Low Price ($) 127.620 110.200 71.210 85.530 92.390 102.190
Avg. Price ($) 131.170    122.935     95.350      99.415      100.560   110.050    
Dividend ($) 1.013 1.013 1.013 1.013 1.013 1.013
Mo. Avg. Div. 3.09% 3.29% 4.25% 4.07% 4.03% 3.68%
6 mos. Avg. 3.74%

Evergy, Inc. High Price ($) 72.620 76.570 73.160 64.700 62.680 65.400
Low Price ($) 62.930 63.180 42.010 50.640 54.000 57.600
Avg. Price ($) 67.775      69.875       57.585      57.670      58.340     61.500      
Dividend ($) 0.505 0.505 0.505 0.505 0.505 0.505
Mo. Avg. Div. 2.98% 2.89% 3.51% 3.50% 3.46% 3.28%
6 mos. Avg. 3.27%

Hawaiian Electric Ind. High Price ($) 49.630 50.550 55.150 46.660 39.920 40.760
Low Price ($) 45.040 42.030 33.510 38.790 34.930 34.790
Avg. Price ($) 47.335      46.290       44.330      42.725      37.425     37.775      
Dividend ($) 0.320 0.330 0.330 0.330 0.330 0.330
Mo. Avg. Div. 2.70% 2.85% 2.98% 3.09% 3.53% 3.49%
6 mos. Avg. 3.11%

NextEra Energy, Inc. High Price ($) 270.660 283.350 282.570 250.870 256.510 262.260
Low Price ($) 237.950 243.080 174.800 213.040 222.620 233.760
Avg. Price ($) 254.305    263.215     228.685    231.955    239.565   248.010    
Dividend ($) 1.250 1.400 1.400 1.400 1.400 1.400
Mo. Avg. Div. 1.97% 2.13% 2.45% 2.41% 2.34% 2.26%
6 mos. Avg. 2.26%

Northwestern Corp. High Price ($) 77.340 80.520 78.080 65.380 61.420 64.170
Low Price ($) 69.690 69.490 45.060 52.470 52.100 51.000
Avg. Price ($) 73.515      75.005       61.570      58.925      56.760     57.585      
Dividend ($) 0.575 0.575 0.600 0.600 0.600 0.600
Mo. Avg. Div. 3.13% 3.07% 3.90% 4.07% 4.23% 4.17%
6 mos. Avg. 3.76%
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PROXY GROUP
AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD

Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20

OGE Energy Corp. High Price ($) 46.330 46.430 40.320 33.770 32.940 34.910
Low Price ($) 43.220 37.160 23.010 26.370 27.960 29.220
Avg. Price ($) 44.775      41.795       31.665      30.070      30.450     32.065      
Dividend ($) 0.388 0.388 0.388 0.388 0.388 0.388
Mo. Avg. Div. 3.46% 3.71% 4.89% 5.15% 5.09% 4.83%
6 mos. Avg. 4.52%

Otter Tail Corp. High Price ($) 54.300 56.900 51.990 48.220 45.080 44.610
Low Price ($) 50.830 47.560 30.950 41.070 36.700 36.800
Avg. Price ($) 52.565      52.230       41.470      44.645      40.890     40.705      
Dividend ($) 0.350 0.370 0.370 0.370 0.370 0.370
Mo. Avg. Div. 2.66% 2.83% 3.57% 3.32% 3.62% 3.64%
6 mos. Avg. 3.27%

Pinnacle West Capital Corp. High Price ($) 98.810 105.510 100.730 84.690 78.670 82.290
Low Price ($) 88.100 88.600 60.050 67.290 69.560 69.960
Avg. Price ($) 93.455      97.055       80.390      75.990      74.115     76.125      
Dividend ($) 0.783        0.783         0.783        0.783        0.783       0.783        
Mo. Avg. Div. 3.35% 3.22% 3.89% 4.12% 4.22% 4.11%
6 mos. Avg. 3.82%

PNM Resources, Inc. High Price ($) 55.240 56.140 52.240 46.820 41.380 43.500
Low Price ($) 48.520 45.470 27.080 35.390 34.240 36.930
Avg. Price ($) 51.880      50.805       39.660      41.105      37.810     40.215      
Dividend ($) 0.308        0.308         0.308        0.308        0.308       0.308        
Mo. Avg. Div. 2.37% 2.42% 3.10% 2.99% 3.25% 3.06%
6 mos. Avg. 2.87%

Portland General Electric Co. High Price ($) 61.710 63.080 59.810 53.420 47.500 48.730
Low Price ($) 54.550 53.270 37.830 44.580 39.510 40.200
Avg. Price ($) 58.130      58.175       48.820      49.000      43.505     44.465      
Dividend ($) 0.385        0.385         0.385        0.385        0.385       0.385        
Mo. Avg. Div. 2.65% 2.65% 3.15% 3.14% 3.54% 3.46%
6 mos. Avg. 3.10%

Southern Company High Price ($) 71.100 70.780 68.560 61.860 57.710 60.470
Low Price ($) 62.240 59.070 41.960 49.260 51.990 50.400
Avg. Price ($) 66.670      64.925       55.260      55.560      54.850     55.435      
Dividend ($) 0.620        0.620         0.620        0.620        0.640       0.640        
Mo. Avg. Div. 3.72% 3.82% 4.49% 4.46% 4.67% 4.62%
6 mos. Avg. 4.30%
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PROXY GROUP
AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD

Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20

WEC Energy Group, Inc. High Price ($) 101.370 103.280 109.530 101.000 91.960 95.820
Low Price ($) 90.340 90.160 68.010 80.560 81.490 83.840
Avg. Price ($) 95.855      96.720       88.770      90.780      86.725     89.830      
Dividend ($) 0.590        0.633         0.633        0.633        0.633       0.633        
Mo. Avg. Div. 2.46% 2.62% 2.85% 2.79% 2.92% 2.82%
6 mos. Avg. 2.74%

Xcel Energy High Price ($) 69.620 72.140 70.680 67.440 65.310 67.540
Low Price ($) 61.970 61.250 46.580 56.960 56.070 61.580
Avg. Price ($) 65.795      66.695       58.630      62.200      60.690     64.560      
Dividend ($) 0.405 0.405 0.430 0.430 0.430 0.430
Mo. Avg. Div. 2.46% 2.43% 2.93% 2.77% 2.83% 2.66%
6 mos. Avg. 2.68%

Monthly Avg. Dividend Yield 2.84% 2.92% 3.48% 3.50% 3.66% 3.54%
6-month Avg. Dividend Yield 3.32%

Source:  Yahoo! Finance
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PROXY GROUP
DCF Growth Rate Analysis

(1) (2) (3) (4)
Value Line Value Line Yahoo!

Company DPS EPS Zacks Finance

ALLETE, Inc. 4.50% 5.50% 7.00% 7.00%
Alliant  Energy Corporation 5.50% 6.50% 5.50% 5.30%
Ameren Corp. 5.00% 6.00% 6.80% 5.90%
American Electric Power Co. 5.50% 5.00% 5.80% 5.88%
Avangrid, Inc. 2.50% 6.00% 5.50% 6.40%
Avista Corp. 4.00% 1.00% 5.20% 6.00%
CMS Energy Corporation 7.00% 7.50% 6.90% 7.16%
DTE Energy Company 6.50% 5.00% 5.50% 5.84%
Evergy, Inc. 5.50% 3.00% 5.00% 3.90%
Hawaiian Electric 4.00% 3.50% 1.70% 3.30%
NextEra Energy, Inc. 10.50% 10.00% 7.80% 8.07%
Northwestern Corporation 4.00% 2.50% 3.40% 3.70%
OGE Energy Corp. 6.00% 3.00% 3.70% 2.40%
Otter Tail Corporation 5.00% 3.50% 9.00% 9.00%
Pinnacle West Capital Corp. 5.50% 4.50% 5.20% 4.48%
PNM Resources, Inc. 5.50% 6.00% 6.10% 5.65%
Portland General Electric Company 6.00% 4.00% 5.30% 4.15%
Southern Company 3.00% 3.00% 4.00% 4.52%
WEC Energy Group 6.50% 6.00% 5.90% 5.90%
Xcel Energy Inc. 6.00% 6.00% 5.90% 6.00%

Average 5.40% 4.88% 5.56% 5.53%
Median 5.50% 5.00% 5.50% 5.86%

Sources: Value Line Investment Survey,  April 24, May 15, and June 12, 2020
Yahoo! Finance and Zacks growth rates retrieved June 23, 2020
Yahoo! Finance growth rates used for Zacks growth rates for ALLETE, Otter Tail
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II.  REVIEW OF ECONOMIC AND FINANCIAL CONDITIONS 1 

Q. What are the main guidelines to which you adhere in estimating the cost of 2 

equity? 3 

A. Generally speaking, the estimated cost of equity should be comparable to the returns 4 

of other firms with similar risk structures and should be sufficient for the firm to attract 5 

capital.  These are the basic standards set out by the United States Supreme Court in 6 

Federal Power Comm'n v. Hope Natural Gas Co., 320 U.S. 591 (1944) and Bluefield 7 

W.W. & Improv. Co. v. Public Service Comm'n, 262 U.S. 679 (1922). 8 

  9 

 From an economist's perspective, the notion of "opportunity cost" plays a vital role in 10 

estimating the ROE.  One measures the opportunity cost of an investment equal to 11 

what one would have obtained in the next best alternative.  For example, let us suppose 12 

that an investor decides to purchase the stock of a publicly-traded regulated gas utility.  13 

That investor will make the decision based on the expectation of dividend payments 14 

and perhaps some appreciation in the stock's value over time; however, that investor's 15 

opportunity cost is measured by what she or he could have invested in as the next best 16 

alternative.  That alternative could have been another utility stock, a utility bond, a 17 

mutual fund, a money market fund, or any other number of investment vehicles.   18 

  19 

The key determinant in deciding whether to invest, however, is based on comparative 20 

levels of risk.  Our hypothetical investor would not invest in a particular electric 21 

company stock if it offered a return lower than other investments of similar risk.  The 22 

opportunity cost simply would not justify such an investment.  Thus, the task for the 23 
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rate of return analyst is to estimate a return that is equal to the return being offered by 1 

other risk-comparable firms. 2 

Q. Does the level of interest rates affect the allowed  ROE for regulated utilities? 3 

A. Yes.  The common stock of regulated utilities is considered to be interest rate sensitive.  4 

This means that the cost of equity for regulated utilities tends to rise and fall with 5 

changes in interest rates.  For example, as interest rates rise, the cost of equity will also 6 

rise, and vice versa when interest rates fall.  This relationship is due in large part to the 7 

capital intensive nature of the utility industry, which relies heavily on both debt and 8 

equity to finance its regulated investments. 9 

Q. Before you continue, please provide a brief explanation of how the Fed uses 10 

interest rates to affect conditions in the financial markets. 11 

A. Generally, the Fed uses monetary policy to implement certain economic goals.  The 12 

Fed explained its monetary policy as follows: 13 

Monetary policy in the United States comprises the Federal Reserve's 14 

actions and communications to promote maximum employment, stable 15 

prices, and moderate long-term interest rates--the three economic goals 16 

the Congress has instructed the Federal Reserve to pursue.2 17 

 One of the Fed's primary tools for conducting monetary policy is setting the federal 18 

funds rate.  The federal funds rate is the interest rate set by the Fed that banks and 19 

credit unions charge each other for overnight loans of reserve balances. Traditionally 20 

the federal funds rate directly influences short-term interest rates, such as the Treasury 21 

bill rate and interest rates on savings and checking accounts.  The federal funds rate 22 

has a more indirect effect on long-term interest rates, such as the 30-Year Treasury 23 

                                                 

2 https://www.federalreserve.gov/monetarypolicy.htm 

https://www.federalreserve.gov/monetarypolicy.htm


   Page 7   

 
 

 

J. Kennedy and Associates, Inc. 

 

bond and private and corporate long-term debt.  Long-term interest rates are set more 1 

by market forces that influence the supply and demand of loanable funds. 2 

Q. Describe the trend in interest rates over the last 10 or so years. 3 

A. Since 2007 and 2008, the overall trend in interest rates in the U.S. and the world 4 

economy has been lower and this trend continued this year as governments and central 5 

banks instituted programs in response to the economic shocks brought about the 6 

Covid-19 pandemic.  The trend of lower interest rates was precipitated by the 2007 7 

financial crisis and severe recession that followed in December 2007.  In response to 8 

this economic crisis, the Federal Reserve ("Fed") undertook an unprecedented series 9 

of steps to stabilize the economy, ease credit conditions, and lower unemployment and 10 

interest rates.  These steps are commonly known as Quantitative Easing ("QE") and 11 

were implemented in three distinct stages: QE1, QE2, and QE3.  The Fed's stated 12 

purpose of QE was "to support the liquidity of financial institutions and foster 13 

improved conditions in financial markets."3 14 

 15 

 Figure 1 below presents a graph that tracks the 30-Year Treasury bond yield and the 16 

Mergent average utility bond yield.  The time period covered is January 2008 through 17 

August 2020. 18 

                                                 

3 https://www.federalreserve.gov/monetarypolicy/bst_crisisresponse.htm 
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 1 

 2 

 We can see from the graph in Figure 1 that since 2008, the trend in long-term bond 3 

yields has been lower.  In January 2008, the yield on the 30-Year Treasury bond was 4 

4.33% and the yield on the average public utility bond was 6.08%.  As of August 2020, 5 

the 30-Year Treasury yield was 1.36% and the average utility bond yield was 2.76%.   6 

 7 

 I note that March and April 2020 were months of severe financial market volatility 8 

stemming from the COVID-19 pandemic and the attendant world-wide economic 9 

shutdowns.  The yield on the 30-Year Treasury bond declined from an already low 10 

1.97% in February 2020 to 0.99% on March 9, increased to 1.63% on March 17, and 11 

ended March at 1.46%. 12 

 13 

 Alternatively, the yield on the average public utility bond increased dramatically in 14 

March, rising from 3.14% in February to 4.24% on March 18, according to Moody's 15 
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Credit Trends. At the end of March, the average public utility bond yield fell to 3.59% 1 

according to the Mergent Bond Record.  As of August 2020 the yield on the average 2 

public utility bond has declined even further to 2.76%.  This August 2020 yield is 3 

significantly lower than the pre-pandemic January 2020 average utility bond yield of 4 

3.34% and is the lowest yield of the entire historical period covered in Figure 1. 5 

 6 

 Figure 2 below presents the percentage yield spread between 30-Year Treasury Bonds 7 

and the Mergent average utility bond from January 2019 through August 2020.  Figure 8 

2 shows that the yield spread in January 2019 was 1.44%, meaning that the average 9 

utility bond yield was 1.44% higher than the 30-Year Treasury Bond yield.  The yield 10 

spread declined through 2019 and into February 2020, then spiked up to 2.13% in 11 

March and 2.03% in April.  The yield spread then declined from May through August, 12 

finishing August at 1.40%.  The behavior of the monthly yield spreads depicted in 13 

Figure 2 suggests that the market's perception of the relative risk of regulated utility 14 

bond increased substantially in March and April of 2020, but has subsided 15 

significantly since then. 16 

 17 
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Q. Please summarize recent Fed actions with respect to monetary policy that led to 1 

lower interest rates this year. 2 

A. In 2019, the Fed lowered the federal funds rate three times.  On March 3, 2020, and 3 

March 15, 2020, the Fed again lowered the federal funds rate in response to mounting 4 

concerns associated with the spread of the coronavirus worldwide and the associated 5 

lockdowns of the economy.  Beginning in March 2020, the Fed also announced 6 

expanded actions to support credit and financial markets.  The Board of Governors of 7 

the Fed system established a new resource on its web site that contains the Fed's 8 

ongoing response to the COVID-19 pandemic: https://www.federalreserve.gov/covid-9 

19.htm.  Some of the major actions undertaken by the Fed include the following: 10 

 Created the Municipal Liquidity Facility to assist state and local governments 11 

manage cash flow to better serve households and businesses (April 9, 2020). 12 

 Created the Main Street Lending Program to support small and medium sized 13 

businesses (April 9, 2020).  There are three facilities that comprise this 14 

program: the Main Street New Loan Facility, the Main Street Priority Loan 15 

Facility, and the Main Street Expanded Loan Facility. 16 

 Established the Commercial Paper Funding Facility designed to support the 17 

flow of credit to households and businesses (March 17, 2020). 18 

 Established the Primary Dealer Credit Facility designed to support households 19 

and businesses (March 17, 2020). 20 

 Established the Money Market Mutual Fund Liquidity Facility as another 21 

program to facilitate the flow of credit to households and businesses (March 22 

18, 2020). 23 
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 Established the Primary and Secondary Corporate Credit Facilities that support 1 

credit to employers (March 23, 2020). 2 

 Implemented the Paycheck Protection Program Liquidity Facility to support 3 

the Small Business Administration's Paycheck Protection Program (April 9, 4 

2020). 5 

 Established the Term Asset-Backed Securities Loan Facility ("TALF"), again 6 

to support the flow of credit to consumers and businesses (March 23, 2020).4 7 

 8 

 On September 16, 2020, the Fed issued its most recent statement regarding its 9 

continued support of the U.S. economy: 10 

 "The Federal Reserve is committed to using its full range of tools to support the U.S. 11 

economy in this challenging time, thereby promoting its maximum employment and 12 

price stability goals. 13 

 14 

 The COVID-19 pandemic is causing tremendous human and economic hardship across 15 

the United States and around the world. Economic activity and employment have 16 

picked up in recent months but remain well below their levels at the beginning of the 17 

year. Weaker demand and significantly lower oil prices are holding down consumer 18 

price inflation. Overall financial conditions have improved in recent months, in part 19 

reflecting policy measures to support the economy and the flow of credit to U.S. 20 

households and businesses. 21 

 22 

 The path of the economy will depend significantly on the course of the virus. The 23 

ongoing public health crisis will continue to weigh on economic activity, employment, 24 

and inflation in the near term, and poses considerable risks to the economic outlook 25 

over the medium term. 26 

 27 

 The Committee seeks to achieve maximum employment and inflation at the rate of 2 28 

percent over the longer run. With inflation running persistently below this longer-run 29 

goal, the Committee will aim to achieve inflation moderately above 2 percent for some 30 

time so that inflation averages 2 percent over time and longer-term inflation 31 

expectations remain well anchored at 2 percent. The Committee expects to maintain 32 

an accommodative stance of monetary policy until these outcomes are achieved. The 33 

                                                 

4  For more information on the Fed's response to COVID-19, please see 

https://www.federalreserve.gov/funding-credit-liquidity-and-loan-facilities.htm. 
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Committee decided to keep the target range for the federal funds rate at 0 to 1/4 percent 1 

and expects it will be appropriate to maintain this target range until labor market 2 

conditions have reached levels consistent with the Committee’s assessments of 3 

maximum employment and inflation has risen to 2 percent and is on track to 4 

moderately exceed 2 percent for some time. In addition, over coming months the 5 

Federal Reserve will increase its holdings of Treasury securities and agency mortgage-6 

backed securities at least at the current pace to sustain smooth market functioning and 7 

help foster accommodative financial conditions, thereby supporting the flow of credit 8 

to households and businesses." 9 

Q. Please summarize the impact on the stock market during the period of March 10 

through September of this year. 11 

A. In March the stock market underwent a steep, sharp decline of approximately 19% as 12 

investors reacted to the economic impact of COVID-19.  Utilities also declined in 13 

March, with the Dow Jones utility average declining from 886.52 on March 2 to a 14 

March low of 695, a decline of about 21.6% with substantial volatility, or changes to 15 

the index's value, within the month.  In April, however, the Dow Jones Industrial 16 

Average ("DJIA"), the Standard and Poor's 500 ("S&P 500") and the Dow Jones 17 

Utility Average ("DJUA") began to recover.  The Dow Jones utility index recovered 18 

to finish April at 761.83, an increase of 9.6% from the March low.  As of September 19 

25, 2020, the Dow Jones Utility Index stood at 808.13.  This represents a recovery of 20 

16.3% from the March low of 695. 21 

Q. Please provide the Commission with some additional background information 22 

regarding the substantial market volatility you just mentioned. 23 

A. A widely used measure of market volatility is the Chicago Board Options Exchange 24 

("CBOE") Volatility Index ("VIX"), also called the "fear index" or "fear gauge."  25 

Basically, the VIX measures the market's expectations for volatility over the next 30-26 

day period.  The higher the VIX, the greater the expectation of volatility and market 27 

risk.  Figure 3 below presents the VIX from February 1 through September 25, 2020.   28 
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 1 

 Figure 3 shows that the VIX was much lower at the beginning of February (17.97), 2 

shot up to a high of 82.69 on March 16, then generally declined through the year so 3 

far, with the VIX at 26.38 on September 25, 2020.  Figure 3 shows us that stock market 4 

volatility has decline substantially since the March - April period, but is still elevated 5 

compared to February.  It is also elevated compared to the daily average for 2019, 6 

which was 15.39. 7 

Q. How does the investment community regard the electric utility industry as a 8 

whole?  9 

A. The September 11, 2020 Value Line Investment Survey report on the Electric Utility 10 

(Central) Industry stated the following: 11 

 When companies in the Electric Utility Industry reported first-quarter earnings, the 12 

major topic was the coronavirus and the weak economy. Utilities disclosed their 13 

expectations about how the lockdowns, stay-at-home orders, and coronavirus-related 14 

costs would affect their results. Some companies cut their earnings guidance for 2020, 15 

and ALLETE temporarily withdrew its target for this year. To assist customers in this 16 

troubled time, utilities (voluntarily or by state order) suspended disconnections for 17 

nonpayment and waived late fees. 18 

 19 

 By the second week of June, every state had lifted its stay-at-home order, although 20 

numerous restrictions (such as bans on indoor dining) are still in effect in some states. 21 

With many people working from home and many businesses shut—temporarily or 22 

permanently—it was obvious that residential kilowatt-hour sales would rise 23 
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considerably and commercial and industrial volume would decline sharply. Now that 1 

the data are in, for some companies, the problems weren’t as severe as management 2 

originally feared.  3 

* * * 4 

 As for costs associated with the coronavirus (direct and indirect such as a rise in bad-5 

debt expense), many states are allowing utilities to defer these for recovery in their 6 

next general rate cases. Beginning in September, utilities in some states will resume 7 

disconnecting customers for nonpayment and imposing late fees. 8 

Q. Please summarize the electric industry's 2020 credit rating situation as reported 9 

by the Edison Electric Institute ("EEI"). 10 

A. EEI's most recent assessment of the electric industry's credit fundamentals is contained 11 

in its publication entitled Credit Ratings Q2 2020, which contains data and analysis 12 

through June 30, 2020.  The EEI publication noted the following with respect to the 13 

industry's credit rating through the second quarter of this year: 14 

 The electric utility industry credit remained generally strong, although overall 15 

ratings activity was relatively light, with only 16 total actions: 6 upgrades and 16 

10 downgrades. 17 

 The average parent company credit rating was BBB+, a level that has held 18 

since 2014.  80% of parent company outlooks were "stable", 4.4% were 19 

"positive" or "watch-positive", and only 15.6% were "negative" or "watch-20 

negative." 21 

 Although the economic impact of COVID-19 caused S&P to revise the 22 

industry's outlook from stable to negative, Moody's and Fitch maintained a 23 

stable outlook for their broad U.S. regulated utility sectors. 24 

Q. Please present the latest comments from Fitch Ratings with respect to the 25 

earnings of the regulated utility industry. 26 

A. On September 3, 2020 Fitch Ratings announced the following with respect to the 27 

second quarter earnings for the U.S. Utilities sector: 28 
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WITNESS / RESPONDENT RESPONSIBLE: 
LANE KOLLEN 
 
QUESTION No. 25 
Page 1 of 1 
 
Provide copies of all electronic files in native format with formulas intact used in your analysis. 
This includes copies of all workpapers supporting your testimony, analyses, and conclusions.  
 
RESPONSE:  
 
Mr. Kollen’s electronic files and workpapers were filed electronically along with his testimony. 
 
 
 
  



In Re: Applications of Kentucky Utilities Co. and Louisville Gas & Elec. Co. for Rate Changes, etc. . 
Case Nos. 2020-00349 and 2020-00350 

Joint Responses of the Attorney General and KIUC to Data Requests of  
Louisville Gas & Electric Co. And Kentucky Utilities Co 

 

31 
 

 
WITNESS / RESPONDENT RESPONSIBLE: 
LANE KOLLEN 
 
QUESTION No. 26 
Page 1 of 1 
 
At page 107, at lines 11 through 17 of Mr. Kollen’s testimony, Mr. Kollen asserts, “The 
Companies’ base revenue requirements include the AMR investment in rate base in the test year; 
however, the rate base will continue to decline as the AMR meters are depreciated after the end of 
the test year and then abandoned when they are retired. The Companies do not propose to capture 
this savings due to the decline in the return on component of the AMR meters after the end of the 
test year in the proposed regulatory liabilities. In other words, they plan to “retain” these savings.” 
Provide the complete support, including any documents for this assertion by Mr. Kollen. 
 
RESPONSE:  
 
Refer to the Direct Testimony of Kent Blake at 9-18.  Refer also to the Companies’ responses to 
AG-KIUC 1-74, which specifically addresses the limited savings the Companies propose be 
captured in the regulatory liability, 1-193, 1-196, 2-59, and 2-60.  If the Companies achieve savings 
that are not captured in the regulatory liability, then the Companies will retain those savings. 
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WITNESS / RESPONDENT RESPONSIBLE: 
LANE KOLLEN 
 
QUESTION No. 27 
Page 1 of 1 
 
At page 108, at lines 1-10 of Mr. Kollen’s testimony, Mr. Kollen asserts, “In addition, the 
Companies will discontinue depreciation on the existing AMR meters when they are retired, thus, 
effectively “freezing” the net book value at the retirement dates even though they continue to 
recover the depreciation expense on the retired meters through their base revenues. The Companies 
do not propose to capture this savings due to the decline in the depreciation expense during the 
implementation period or the post-implementation period in the proposed regulatory liabilities. In 
other words, they also plan to “retain” these savings even though they neglected to mention this.” 
Provide the complete support, including any documents for this assertion by Mr. Kollen. 
 
RESPONSE:  
 
Refer to the response to Question No. 26. 
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WITNESS / RESPONDENT RESPONSIBLE: 
LANE KOLLEN 
 
QUESTION No. 28 
Page 1 of 1 
 
At page 22, lines 2-4 of Mr. Kollen’s testimony, he asserts, “their requests are based on potentially 
shortened service lives even though there is no plan and no certainty that the generating units will 
be retired earlier than previously assumed or on the proposed new probable retirement dates.” 
Before making this assertion in his written testimony, did Mr. Kollen review the record, including 
LG&E’s 2020 Environmental Compliance Plan in KPSC Case No 2020-00061? 
 
RESPONSE:  
 
No.  Mr. Kollen relied on Mr. Bellar’s Direct Testimony at 13 wherein the following question is 
posed to Mr. Bellar and the following answer is provided by Mr. Bellar. 
 
Q. Does the Companies’ analysis mean that each affected unit will definitely be retired 

in the updated year? 
A Not necessarily. The Companies’ analysis sets a reasonable end of economic life for the 

affected generating units based on economics, environmental regulations, planned outage 
projects and maintenance, and other factors. As each unit nears the end of its expected 
economic life and replacement capacity must be considered, the Companies will assess the 
conditions at the time to determine whether adjustments to retirement dates are prudent and 
in the best interests of customers. 
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WITNESS / RESPONDENT RESPONSIBLE: 
LANE KOLLEN 
 
QUESTION No. 29 
Page 1 of 2 
 
At page 85, lines 7-9 of Mr. Kollen’s testimony, he asserts, “historically, the Commission has used 
a similar methodology to calculate normalized generation outage expense and storm expense.” 
Provide the complete support, including any case citations, orders and other documents for this 
assertion by Mr. Kollen. 
 
RESPONSE:  
 
Mr. Kollen relied on the following cases, either as filed and effectively accepted by the 
Commission or specifically adopted by the Commission.  There may be others.   
 
In regards to storm expense, the Commission Ordered the following in KU Case No. 2003-00434 
at page 34. 
 

Storm Damage Expense KU proposed to normalize its storm damage expense by using a 
4-year historic average adjusted for inflation. KU noted that it only had 4 years of historical 
data available for this adjustment, and that the February 2003 ice storm expenses were not 
included in the calculation of the proposed adjustment. KU stated that this was the same 
methodology utilized by the Commission in Case No. 1990-00158. The normalization 
resulted in a jurisdictional decrease of $473,014 over the test-year actual expense. While 
the Commission would prefer the use of a 10-year historic average, that data is not available 
and we will agree with the methodology used by KU. 

 
According to KU witness S. Bradford Rives in Direct Testimony filed in Case No. 2009-00548 on 
January 29, 2010 at 14, the Company proposed an adjustment to reflect a normalized level of storm 
damage expenses based upon a ten-year average adjusted for inflation much like the one it made 
in Case No. 2008-00251.  There is no indication that any party objected to these adjustments in 
those cases.    
 
The Commission effectively adopted Kentucky Power Company’s proposals to use a three-year 
actual average storm expense adjusted for inflation in several of its rate cases.  In none of those 
cases is there any indication that intervenors or Staff raised an issue or that the Commission 
modified the KPCo’s proposals.  See the Direct Testimonies of Lerah M. Scott in Case No. 2020-
00174 at 9 and Ranie K. Wohnhas in Case Nos. 2017-00179 at 16-17 and 2014-00396 at 21.  Also 
see the Commission’s December 4, 1984 Order in Case No. 9061 at page 40 in which it used a 
nine-year historical level adjusted to current dollars. 
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QUESTION No. 29 
Page 2 of 2 
 
In regards to generation outage expense, the Commission authorized the Stipulation and 
Recommendation at ¶1.2 (F) at 5 attached to the April 30, 2019 Orders in Case Nos.  2018-00294 
and 2018-00295 for KU and LG&E, which set the expense level using a five-year historic average.   
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WITNESS / RESPONDENT RESPONSIBLE: 
LANE KOLLEN 
 
QUESTION No. 30 
Page 1 of 1 
 
At page 85, line 13 and page 86, line 5, Mr. Kollen asserts the Companies’ planned outage 
expenses are “excessive.” Provide the complete support, including any documents or analyses for 
this assertion by Mr. Kollen. 
 
RESPONSE: 
 
The question mischaracterizes Mr. Kollen’s testimony and incorrectly claims that “Mr. Kollen 
asserts the Companies’ planned outage expenses are “excessive.”  Mr. Kollen did not.  Rather, Mr. 
Kollen addressed the Company’s proposed deferral of expenses that are more or less than the 
expenses allowed in the base revenue requirements and stated that the proposal “provides an 
uneconomic behavioral incentive and encourages excessive expenses.”  Mr. Kollen subsequently 
stated that “The Commission should deny the Companies’ request for a true-up of their outage 
expenses and authorization for the related deferrals. Without guaranteed recovery of excessive 
outage expenses, the Companies will be incentivized to minimize the outage expense to the extent 
reasonable and practicable.” 
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